
 

 

 

December 2014 

Economic Snapshot 

Year 2014 came to an end with notable economic reforms despite prevalence of adverse political 

situation. The year was marked with re-initiation of Government’s privatization process, 

commencement of previously delayed 3G/4G spectrum auction, issuance of Bond and sukuk in 

international markets, sharp decline in oil prices, decline in CPI inflation, and initiation of monetary 

easing by central bank and foreign exchange reserves of the country. The foreign investors showed their 

enormous confidence in above mentioned international transactions and furthermore, IMF has also 

showed its satisfaction over reform agenda of the country. Foreign exchange reserves of the country 

have reached to the level of USD 15mn as compared to USD 8.3mn in CY13 implying satisfactory import 

cover for the country. Local currency appreciated by 5% during the year due growth in foreign reserves. 

CPI inflation clocked in at 4.3% in the month of December as compared to 4% in November, with 

sharpest decline of 1% on MoM basis in past twelve months. CPI was recorded at 6.1% for the period 

1HFY15, as compared to 8.9% in the corresponding period last year. Key reason for soft CPI numbers is 

lower food prices and Oil prices, which plunged by ~50% during the year due to higher shale oil 

production in US and spike in overall supply of the commodity. The impact of decline is visible in 

inflation but its impact on external account is yet to be reflected as oil import bill forms the major chunk 

of external account. Current account de-cit of the country widened by 8.8% during 5MFY15 and stood at 

USD 2.34bn as opposed to USD 2.15bn in the corresponding period, where as overall balance of external 

account clocked in at USD 901mn during 5MFY15 as compared to USD 2.06bn in corresponding period 

last year. We expect the surplus to rise in the month of December. Due to soft CPI numbers and better 

macroeconomic circumstances, SBP announced a cut 50bps in policy rate in the month of November. 

We expect further monetary easing during 2HFY15 on the back of lower CPI and declining oil prices. We 

expect macroeconomic picture to get better in CY15 on many fronts, firstly liquidity of the economy is 

improving owing to better foreign inflows, lower import bill and declining budgetary borrowing, 

secondly expected monetary easing will likely boost the economic growth. Apart from that continuation 

of reform agenda by the government will pave the way to recovery of fiscal balances and economic 

growth. 

Money Market Review 

SBP conducted two t-bill auctions during the month. Target for the first auction held on December 10, 

was PKR 100bn, against which the SBP generated PKR 73.60bn. Cut oyields for 3 month, 6 month and 1 

year were 9.4568%, 9.4940% and 9.4951% respectively. Target for the second auction held on December 

24th, was PKR 75bn, against which the government raised 50.15bn. Cut oyields for 3 month and 6 

month and 1 year were 9.4789%, 9.4801% and 9.4731 respectively. SBP also conducted PIB auction on 

December 17th, in which the government borrowed PKR 148.28bn against the target of PKR 50bn. Cut 

offyield set for 3yr, 5yr and 10yr PIBs were 10.5979%, 10.7994% and 11.7049% respectively. 



 

 

 

Equity Market Review 

KSE-100 index continued its buoyant performance in CY14 by yielding a return of 27% after earning 49% 

each in CY13 & CY12. Though the market remained volatile due to many politically hyped situations as 

well as some unfavorable steps introduced in budget for FY15, the improvement on macroeconomic 

reforms kept the market upbeat. After earning 27% return, the index became third best performing 

market in the world and second best performing in the region (after China). Reasons for high volatility in 

the market were 1) imposition of 5% advance tax on dividends, 5% tax on bonus shares & imposition of 

alternate corporate tax of 17% introduced in Budget for FY15 2) protests held by opposition parties and 

3) commencement of military operations against terrorists (Operation Zarb-e-Azb). However, despite 

theses negatives market performance soared ahead of economic reforms initiated by the government 

including privatization of SOEs, issuance of bond & sukuk in international market. Apart from that sharp 

decline in oil prices also impacted positively on the country’s economy. During the month of December 

the index registered a growth of 3%. Positives during the month were further decline in oil prices and 

approval and release of two loan tranches worth USD 1.05bn by IMF during the month. Foreigners 

remained net sellers of USD 49.5mn during the month, where major selling was witnessed in chemicals 

& oil & gas sectors. On cumulative basis, net inflow of FIPI for the period CY14 stood at USD 384.65mn 

close to last year’s foreign investment of USD 393.39mn. Outlook for performance of market in CY15 

seems to be positive as macroeconomic situation is getting better ahead of building forex reserves, 

declining oil prices, lower inflation resulting in easing monetary policy. SBP may announce another cut in 

the upcoming monetary policy on the back of softening CPI inflation. All this along with high earning 

expectations of the corporates due to plunging costs and improving margins bode well for the equity 

market in the year CY15. 

 


